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AICPA Practice Alert 2002-3, Reauditing Financial Statements
Notice To Readers
This Practice Alert is intended to provide practitioners with information that
may help them improve the effectiveness and efficiency of their
engagements and practices and is based on existing professional literature,
the experience of members of the Professional Issues Task Force (PITF) and
information provided by certain AICPA member firms to their own
professional staff. This information represents the views of the members of
the PITF and has not been approved by any senior technical committee of
the AICPA. The auditing portion of this publication is an Other Auditing
Publication as defined in SAS 95, Generally Accepted Auditing Standards.
Other Auditing Publications have no authoritative status; however, they may
help the auditor understand and apply Statements on Auditing Standards
(SASs). If an auditor applies the auditing guidance included in an Other
Auditing Publication, the auditor should be satisfied that, in his or her
judgment, it is both appropriate and relevant to the circumstances of the
subject audit. This publication was reviewed by the AICPA Audit and Attest
Standards staff and published by the AICPA, and is presumed to be
appropriate.
REAUDITING FINANCIAL STATEMENTS
Introduction
An auditor may be engaged to reaudit and report on financial statements that have been
previously audited and reported on by another auditor (the predecessor auditor). The
auditor conducting a reaudit engagement (defined in AU 315, Communications Between
Predecessor and Successor Auditors, as the successor auditor but hereinafter referred to as
the reauditor) should not place reliance on the work of the predecessor auditor. Even when
a reputable firm has already audited the financial statements, the reaudit work performed
and the conclusions reached are solely the responsibility of the reauditor.
There are two common circumstances under which a firm may be requested to perform a
reaudit:
•

•

The predecessor auditor is unwilling or unable to reissue its report for the intended
purpose. For example, a company may plan to file a registration statement with the
Securities and Exchange Commission (SEC) for an initial public offering and the
predecessor auditor is unwilling to be associated with the financial statements of an
SEC registrant or the predecessor auditor may not be independent under the
independence rules applicable to SEC registrants or may no longer be in business.
A company may wish to have another firm audit and report on its financial
statements. Sometimes, the company or the underwriter with respect to an initial
public offering may desire to have the current period and all prior periods audited by
the same auditor, necessitating reaudits of prior periods.

The reauditor should be aware of the audit guidance provided in AU 315.14 - .20. The
purpose of this Practice Alert is to provide practitioners with additional factors to consider
when performing a reaudit engagement.
Client/engagement acceptance procedures and considerations
In determining whether to accept an engagement involving a reaudit for a new client, the
reauditor should request permission from the prospective client to make inquiries of the
predecessor auditor. Specific consent from the prospective client is required to make sure
that confidential information is not disclosed inappropriately. The reauditor, in determining
whether to accept the engagement, should perform the communications with the
predecessor auditor as required in AU 315.07 - .10, including inquiries as to (a) information
that might bear on the integrity of management; (b) any disagreements with management
as to accounting principles, auditing procedures or other similarly significant matters; (c)
communications to audit committees or others with equivalent authority and responsibility
regarding fraud, illegal acts by clients, and internal control related matters, and; (d) the
predecessor auditor's understanding as to the reasons for the change of auditors. The
reauditor should indicate to the predecessor auditor that the purpose of the inquiries is to
obtain information about whether to accept an engagement to perform a reaudit. In the
absence of unusual circumstances, the predecessor auditor should respond promptly and
fully, on the basis of known facts, to the reauditor's reasonable inquiries. If due to unusual
circumstances, the predecessor auditor does not fully respond to the inquiries, the
predecessor auditor should clearly state that the response is limited.
In some situations, the predecessor auditor (a firm) might not be able to respond fully to
the reauditor's inquiries, for example, when the predecessor firm no longer employs the
predecessor audit engagement team. In such situations, the reauditor should make
reasonable efforts to locate the predecessor audit engagement partner or other senior
members of the engagement team and make appropriate inquiries. In some cases, another
firm may employ the partner who had responsibility for the predecessor firm's engagement
or other senior members of the engagement team. The firm that currently employs a
member or members of the predecessor audit engagement team is not a "predecessor
auditor" as defined in AU 315. That firm, however, would normally be expected to facilitate
inquiries to such individuals provided that specific authorization to respond is obtained by
the reauditor from the prospective client in a form satisfactory to the firm and the
individuals, and the reauditor and prospective client acknowledge, in a form satisfactory to
the firm, that the firm is not placing itself in the position of a predecessor auditor. When
such specific authorization and acknowledgement has been provided, a member or
members of the predecessor audit engagement team ordinarily should, absent certain other
circumstances that would limit their response, respond to the inquiries of the reauditor
based on the full extent of the individuals' knowledge.
The reauditor also should consider information pertaining to the integrity of management
and any disagreements between management and the predecessor that may be obtained by
performing the following procedures:
•
•
•

Inquiring of bankers, lawyers, underwriters and others with knowledge of
management.
Reading the Form 8-K reporting the resignation or dismissal of the predecessor
auditor and the predecessor auditor's response, if available.
Reading the audit committee communications issued by the predecessor auditor.

•
•

Reading the management representation letters including the summary of
uncorrected financial statement misstatements.
Reading the company's copies of correspondence with the predecessor auditor and
regulators, if applicable.

In circumstances where the predecessor auditor is unwilling or unable to reissue its report,
the reauditor should consider the reasons and their implications, especially when the
predecessor disagreed with management over accounting or auditing matters or restricts
access to his or her audit documentation.
In making a decision to perform a reaudit, the firm's client acceptance procedures should
consider the following:
•

•

•

•

•
•
•
•

the ability of the reauditor to perform his or her firm's normal client acceptance
procedures. The firm should consider performing background checks of key
executives. In addition, the firm should consider implementing additional procedures
in accepting reaudit engagements, such as required consultation with and approval
by, designated senior firm personnel prior to acceptance of the reaudit engagement.
National and large regional firms should consider designating members of senior
management or the firm's national technical group, or personnel of equivalent
authority, for this purpose.
reading the previously issued financial statements on which the reaudit is to be
performed. The reauditor should consider conducting interviews of executive
management, including the CEO, the CFO, and the Audit Committee. Based on those
discussions and from discussions with the predecessor auditors, the reauditor may
be in a position to make a preliminary assessment about, among other matters,
significant accounting policies, balances and transactions.
the need for advising the client that since the reaudit is a new audit, the risk exists
that material misstatements may be identified that were not identified by the
predecessor auditor or that the reauditor's judgment regarding the appropriate
application of generally accepted accounting principles or the materiality of
previously identified misstatements may differ from that of the predecessor auditor.
whether the reaudit is being undertaken in connection with his or her current audit of
a subsequent period (hereinafter referred to as a "current period audit"), as a
separate engagement to be reported on before completing a current period audit, or
as a one-time engagement. If the engagement is a one-time engagement, the
potential reauditor should strongly consider the reasons that he or she is not
performing the current period audit and may wish to consider not accepting the
engagement on that basis.
the ability to obtain third party confirmation or other primary audit evidence as of
the balance sheet date(s) or the need to obtain confirmations as of a subsequent
date and test the intervening transactions.
the ability to obtain the necessary audit evidence, especially in significant areas,
such as inventories, receivables and revenue.
the predecessor auditor's representation regarding whether there have been any
disagreements regarding accounting or other matters with management.
whether there has been a significant change in the top management team of the
client and whether current management is willing, and has sufficient knowledge of
the financial statements subject to the reaudit, to make all required management
representations. The possible difficulties in obtaining the representation letter in
these circumstances are discussed later in this Alert.

•
•

whether there have been significant changes in internal control subsequent to the
reaudit period and whether an adequate understanding of internal control in
operation during the reaudit period can be obtained to plan the reaudit.
whether sufficient audit evidence can be obtained in support of material financial
statement assertions in situations where significant amounts of information are
initiated, recorded, processed, or reported electronically, and no other
documentation of those transactions is produced or maintained, other than through
the IT system (e.g., a telecommunications company that uses IT to create a log of
the services provided to its customers, initiate and process its billings for the
services and automatically record such amounts in electronic accounting records that
are part of the system used to produce the entity's financial statements).

Planning the reaudit
In a reaudit, the nature, timing and extent of the audit procedures performed and the
conclusions reached in the reaudit are solely the responsibility of the reauditor.
Notwithstanding the procedures performed by the predecessor auditor, the reauditor must
perform an audit in accordance with generally accepted auditing standards (GAAS).
Accordingly, the reauditor should not assume responsibility for the predecessor auditor's
work or plan to divide responsibility with the predecessor auditor under AU 543, Part of
Audit Performed by Other Independent Auditors. The predecessor auditor is not a specialist
as defined in AU 336, Using the Work of a Specialist, or an internal auditor as defined in AU
322, The Auditor's Consideration of the Internal Audit Function in an Audit of Financial
Statements.
The reauditor should request that the client specifically authorize the predecessor auditor to
allow access to the predecessor auditor's audit documentation for the period or periods
under reaudit and the period prior to the reaudit period. The reauditor should consider the
information obtained from inquiries of the predecessor auditor and review of the
predecessor auditor's report and audit documentation in planning the reaudit. Ordinarily,
the reauditor documents his or her review of the predecessor auditor's audit documentation
and any information identified with continuing audit significance in the reaudit audit
documentation. The reauditor should consider specifically examining the predecessor
auditor's audit documentation with respect to the following:
•
•
•
•
•
•
•

understanding of internal controls and control risk assessments,
the identification of internal control related matters noted in the audit, reportable
conditions and material weaknesses,
the identification of fraud risk factors and the results of audit procedures in response
to specifically identified fraud risk factors,
understanding the company's business,
uncorrected financial statement misstatements,
other identified risks of material misstatement,
and other audit documentation with respect to critical or significant accounting and
audit areas.

The extent, if any, to which the predecessor auditor permits access to his or her audit
documentation is a matter of the predecessor auditor's judgment. However, it is customary
for the predecessor auditor, absent any unusual circumstances such as impending,
threatened, or potential litigation, disciplinary proceedings or non-payment of outstanding
fees, to permit the reauditor to review the audit documentation, including documentation of

planning, internal control, audit results, and other matters of continuing accounting and
auditing significance.
If possible, in order to maximize effectiveness and efficiency, the reaudit should be planned
in conjunction with the current audit, if applicable, and the audit procedures for both should
be coordinated.
Understanding the client's business
As a result of inquiries of the predecessor auditor and review of the predecessor auditor's
audit documentation, the reauditor may obtain significant information, including copies of
audit documentation, related to understanding the entity's business that the reauditor may
use in planning the reaudit. If the reauditor decides to utilize that information, he or she
should corroborate the information through inquiries of management, inspection of key
documents, and such other audit procedures as he or she considers necessary in the
circumstances.
Understanding of internal control, assessment of control risk and tests of controls
The reauditor, as required by GAAS, should obtain an understanding of internal control for
those periods on which the reauditor is asked to report. Information obtained from his or
her review of the predecessor auditor's audit documentation may assist the reauditor in
obtaining the required understanding and evaluating the design of relevant controls. The
reauditor should perform procedures to corroborate the understanding and evaluation and
determine whether key controls have been placed in operation. If the reauditor plans to
assess control risk below the maximum, he or she should design and perform appropriate
tests of controls to determine that relevant controls were operating effectively during the
reaudit period. The reauditor may either test relevant controls in operation during the
reaudit period or test relevant controls in operation currently, and perform a "rollback" of
changes in the design of the internal controls to the prior periods.
In instances where a "rollback" is not possible and control risk will be assessed at
maximum, audit evidence should be obtained via substantive testing. However, the
reauditor should consider whether it is possible to design effective substantive tests that by
themselves will provide sufficient evidence that financial statement assertions are not
materially misstated in circumstances when a significant portion of the information
supporting one or more financial statement assertions is electronically initiated, recorded,
processed, or reported. Refer to AU 319.68, Consideration of Internal Control in a Financial
Statement Audit, for guidance.
Substantive audit procedures
Some substantive testing, which may include analytical procedures and tests of details, is
required for all material account balances and classes of transactions. In performing
analytical procedures, the reauditor should develop his or her own expectations and use
those expectations to determine matters requiring further investigation.
The reauditor may consider the knowledge obtained from his or her review of the
predecessor auditor's audit documentation and inquiries of the predecessor auditor to
determine the nature, timing and extent of procedures to be applied in the circumstances
and to assist in determining his or her expectations when performing analytical procedures.

Inventory
Since the reauditor did not observe physical inventories in the prior years, the reauditor
must be able to perform satisfactory alternative procedures if inventories are material,
including a current physical observation and performing a "rollback" of amounts to prior
periods. The reauditor also should perform tests of intervening transactions and analytical
procedures. Refer to AU 315.20 for guidance.
Confirmations with third parties
The reauditor may consider responses to confirmation requests received by the predecessor
auditor, provided the reauditor is able to obtain copies from the predecessor auditor. The
responses may relate to, for example, cash, accounts receivable, debt and transactions with
related parties. The reauditor should evaluate the process used by the predecessor auditor
in controlling the confirmation process and in selecting the accounts/items for confirmation
and the persons or entities for inquiry. The reauditor is responsible for conclusions as to the
adequacy of the confirmation responses received by the predecessor auditor, including the
number and quality of those replies, and for alternative procedures with respect to
nonreplies. The reauditor should consider directly obtaining confirmation responses relating
to significant matters.
In those instances where the reauditor is not able to obtain copies of confirmation requests
from the predecessor auditor or when the reauditor concludes that additional evidence is
required, the reauditor should: 1) reconfirm the amounts/terms of balances and
transactions as of the balance sheet date, or 2) confirm at a date subsequent to the period
of the reaudit, in connection with a current audit or otherwise, and apply appropriate tests
of intervening transactions. The reauditor may consider these procedures to be more
effective than obtaining copies of the confirmation requests from the predecessor auditor. In
addition, the reauditor should perform appropriate subsequent events procedures (e.g.,
inspection of subsequent payments on accounts receivable), which may provide additional
evidence concerning certain assertions.
If the substance of an inquiry to lawyers relates to a significant matter, the reauditor should
obtain responses directly.
Opening balances and consistency of application of accounting principles
The reauditor obtains audit evidence concerning the impact of the opening balances on the
financial statements being reaudited and the consistency of application of accounting
principles from a variety of procedures. The reauditor may be able to obtain some evidence
regarding opening balances and consistency of accounting principles by reading the audited
financial statements for the prior period and the predecessor auditor's report thereon, and
making inquiry and reviewing the audit documentation of the predecessor auditor.
In performing these procedures, the reauditor should consider the independence and
professional reputation of the predecessor auditor, and whether there are factors that
preclude obtaining any evidence from reading the audited financial statements for the prior
period and the predecessor auditor's report or reviewing the predecessor auditor's audit
documentation. In addition, if, for any reason, the reauditor is not permitted to review the
audit documentation of the predecessor auditor, the reauditor will not be able to obtain any
evidence from reading the audited financial statements for the prior period and the
predecessor auditor's report. Accordingly, the reauditor should perform appropriate

alternative procedures with respect to the opening balances as of the beginning of the
reaudit period and with respect to the consistency of accounting principles.
The audit procedures performed on the reaudit period transactions may provide some audit
evidence about the opening balances. For example, audit evidence gathered during the
reaudit may provide some assurance about the existence and valuation of receivables and
inventory recorded at the beginning of the year. Regardless of the procedures performed,
the nature, timing and extent of such procedures are solely the responsibility of the
reauditor.
Uncorrected financial statement misstatements
The reauditor should evaluate the treatment and effects of uncorrected financial statement
misstatements on both opening and closing balances of the period under reaudit. With
respect to uncorrected misstatements that were identified by the predecessor auditor, the
predecessor auditor and the reauditor may have different methods of evaluating
uncorrected misstatements and may come to different conclusions with respect to their
effects on the financial statements taken as a whole; accordingly, the reauditor cannot be
held to any decisions of the entity and the predecessor auditor regarding the materiality of
uncorrected misstatements or their disposition. In evaluating the effects of any uncorrected
misstatements, irrespective of whether identified by the predecessor auditor or by the
reauditor during the reaudit, including those that exist at the beginning and end of the
period under reaudit, the reauditor alone is responsible for obtaining sufficient evidential
matter to support his or her conclusion that the financial statements are free of material
misstatement.
Representation letters
Practical difficulties may arise in obtaining a representation letter with respect to a reaudit
engagement. In some situations, a different management team is in place currently than
during the original audit period. Current management may believe that it bears no
responsibility for financial statements developed by prior management and may resist a
request for their signatures on the representation letter. This situation does not alleviate the
need for obtaining an appropriately signed representation letter from current management
for all periods being reported on.
The reauditor is advised to discuss the requirement for a signed representation letter early
in the process to make sure that appropriate officials are aware of their responsibility for the
audited financial statements and the efforts they must undertake to be able to provide the
representations to the reauditor. If the reauditor is unable to obtain the written
representations that he or she deems necessary from current management for all periods
being reported on, a scope limitation exists.
Reporting implications
The reauditor should not issue a report that reflects divided responsibility as described in AU
543 unless in connection with the reaudit, the reauditor has informed the predecessor
auditor that he or she will rely on, and where applicable, refer to, the predecessor auditor's
report on certain subsidiaries or divisions.

In some circumstances, the reauditor may not be able to complete a reaudit. For example,
during a current period audit, the reauditor may conclude that controls are insufficient to
allow the reauditor to rely on the types of procedures available to evaluate accounts such as
inventory. If the reauditor is unable to obtain sufficient competent evidential matter to
express an opinion on the financial statements, the reauditor qualifies the opinion or
disclaims an opinion because of the inability to perform procedures the reauditor considers
necessary in the circumstances. The SEC does not generally accept such reports. In such
situations, the reauditor may elect to resign from the engagement.
Other audit issues
Because the reaudit report is dated as of the date that the reauditor completes fieldwork,
subsequent events procedures are to be performed through that date. Subsequent events
are disclosed in the reaudited financial statements if their disclosure is required to keep the
financial statements from being misleading.
The reauditor's consideration of the entity's ability to continue as a going concern for a
reasonable period of time takes into consideration the reauditor's knowledge of relevant
conditions and events that exist or have occurred prior to completion of the reaudit
fieldwork. The reauditor should consider whether the financial statements adequately
disclose such conditions and events, other conditions and events occurring subsequent to
the balance sheet date, their possible effects, and any mitigating factors, including
management's plans. If the reauditor concludes that substantial doubt remains about the
entity's ability to continue as a going concern, the audit report should include an
explanatory paragraph reflecting that conclusion.
Internal inspection
It is important that a firm monitor its reaudits to determine whether the engagements are
being performed in accordance with generally accepted auditing standards and the firm's
system of quality controls. Accordingly, a firm's internal inspection program should consider
addressing the firm's reaudit engagements, including engagement acceptance procedures.
Opinions expressed in this CPA Letter supplement do not necessarily reflect policy of the
AICPA.

